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its rules to allow an operator to obtain prior approval for a
system rebuild or network upgrade. Under the procedures
envisioned by Sammons and TCA, an operator would propose the
upgrade to the authority entitled to regulate its rate with a
showing of the revenue required to finance the upgrade. The
rate authority would then approve both the upgrade and the
increased rate necessary to finance the upgrade. At the time
of approval, all the concerns about whether the property will
be used and useful to customers can be addressed. The operator
would then be entitled to increase its rates consistent with
the rate order. Sammons and TCA also recommend that the rate
authority have the right to permit staged increases in
regulated rates over the period of construction. In this
manner, subscribers would not suffer the rate shock of having
the full increase added to their bills at the time the plant
was fully placed in service. So long as the costs of upgrades
can be demonstrated to be prudently incurred, and a
demonstration made of the upgrade’s future usefulness, the
costs would be legitimate. Sammons and TCA would remind the
Commission that such a procedure is consistent with the method
of rate regulation that was employed prior to the 1984
amendments to the Communication Act. Before the Cable Act
removed rate setting authority from most franchise
authorities, cable operators typically approached franchise

authorities with rate requests based on improvements in the
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system’s facilities. Under the terms of the rate approvals,
operators were given certain milestones for completion. If
the milestones were met, the operators were permitted to
gradually increase rates to finance the necessary
construction.

A similar process today will provide the necessary
incentive for cable operators to significantly increase their
channel capacity. With increased channel capacity many new
program services will find the platform necessary to launch
their service. Cable operators will also have the financial
ability and incentive to provide the upgrades necessary for a
fully interactive information superhighway which will provide

benefits to all.

IV. CONCLUSION

The NCTA compromise will provide a mechanism for
operators to add new programming to existing channel capacity
in a financially prudent manner. The compromise also
eliminates the impediment that low priced programmers have
been facing under the current rules. However, by itself, the
compromise does not fully achieve the Commission’s twin goals
of controlling the price to consumers for regulated
programming or of providing incentives to operators to upgrade
their existing facilities. The price governors suggested by

Sammons and TCA will facilitate a more market driven price for
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regulated services. The slight change suggested for the
streamlined cost of service rules for network upgrades will
remove the impediment the existing rules place on operators
investing capital in the upgrade and reconstruction of their
facilities.
Accordingly, it is respectfully requested that the
Commission adopt the proposals contained herein.
Respectfully submitted,

COMMUNICATIONS, INC.
LE TV, C.

ark J. Palchick
Thomas B. Magee
Baraff, Koerner, Olender
& Hochberg, P.C.
5335 Wisconsin Avenue, NW, Suite 300
Washington, D.C. 20015
202/686-3200
Their Attorneys
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Ops Side With Sammons, Slam MTV

By KIM MITCHELL
Ithough some industry executives criticized the
way Sammons Communications handled its re-
cent switchout of MTV: Music Television in four
systems, the move last week found widespread
support from operators ranging from top 10 MSOs
o independents.

In the meantime, however, a well-organized consumer
— gamering prominent placement from locat priat and TV
nedia and lending support to MTV’s contention that the
flap will fuel an existing negative image of the cable in-

tustry.

The decision of four Ssmmons systems (two in Penn-
tylvania, two in Tennecssee) to replace MTV with Video
Jukebox Network — after what sources on both sides de-
scribed as several frustrating, fruitiess rounds of contract
rencwal negotiations — garnered a scathing editorial last
week in the Bucks County Courier Times (circulation
58,000). The editorial board of the Penasylvania newspa-
per contended that “pulling the plug on MTV is just one
more show of arrogance that says Congress has to act.”

In Tennessee, the office of Sen. Albert Gore received be-
tween 50 and 100 phone calls protesting the decision, said
Gore spokeswoman Maria Romash. “This is another illus-
tration of how the cable industry takes advantage of the cus-
tomers it’s supposed to serve,” she said, adding that the
move was just another piece of ammunition in the S 12 ar-
senal. (Gore is a leading backer of S 12, a cable re-regula-
tion bill now before the Senate.)

indeed, backed by MTYV, leaders of the consumer cam-
paign said they plan to deluge Dallas-based Sammons with
petitions and phone calls. Furthermore, they are approach-
ing local media, cable advisory boards and town councils
in an effort to have the operator’s franchise revoked.

Cities Get More Assertive
On Franchise Renewals

By RACHEL W. THOMPSON

Linde Bane, of Morrisville, Pa., is lead-
ing the charge in her community with the
help of her husband, attorney David
Bane. “We have flyers and petitions all
over Bucks County,” she said. “l want (o
do what’s best for the township. ... My
goal is not to bring another cable com-
pany here, but to have MTV put back

Bue said her group of 200-300, which
calls itself “Viewers Voice for MTV,” is
urging people to cancel pay services such
as Home Box Office, Cinemax, Disney
and MTYV sister-services Showtime and
The Movie Channel if Sammons does not
reinstate MTV by February.

Sammons president Mark Weber and
other executives did not return phone
calls by press time. MTV Networks
dumnm and CEO Tom Freston said ne-

with Sammons are continuing, but emphasized
that his network will do “whatever’s necessary to protect
its business.”

Despite the flap within the four Sammons systems (reach-
ing some 100,000 subscribers), operstors industrywide of-
fered staunch support for the move, which followed an of-
fer by the systems to put MTV on a tier.

Ranging from large MSOs to small operators, many point-
ed out that resentment against MTV is at an all-time high.
The network — which can cost operators 11-25 cents per
subscriber depending on their sizc — “is as expensive as
CNN, except | don’t have a hard time selling local adver-
tising on CNN, and the ratings are a hell of a lot better,”
said one top 15 operator.

Although MTV contends the annual rate increase of 1

cent per year that Sammons would have
had to pay would not even begin until
1993, operators scoffed at the claim, say-
ing that MTV Networks has also raised
rates for both Nickelodeon (by one to two
cents) and VH-1 (from frec or one cent
per month to as high as four cents). A pro-
gramming exccutive at one MSO de-
scribed MTV Networks as “a black hole
that sucks up your money and doesn’t give
you anything back.”

“Look, 1 understand [operators’] con-
(] cerns,” said Freston. “If 30 [basic net-
] works] each raise their rates two or three
cents it can add up. But the contention that
MTYV Networks is rate-gouging is totally
| ermmoneous. We’ve always been a moder-
ately priced part of the basic package.”

Others cxpressed resentment over
MTV’s profitability. “They’re making a
killing in advertising, and they’re making a killing from the
operator,” said one small independent. “And their idea of
long-form programming is stringing together 20 minutes
of videos that they get from record companies for free. And
now they want us to pay for VH-1? I guess they’re better
at comedy than we all thought.”

But an MTV spokeswoman replied, “We pay record com-
panies millions of dollors a year for our programming and
the right to air some videos exclusively.”

But even while operators berate MTV for its weak local
ad sales, flat ratings, high license fees and oncrous penal-
ties for tiering, they acknowledge that other networks share
those faults.

“But MTV has another problem those networks don’t,”
SEE OPS, PAGE 34
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Get More Assertive on Renewals

) FROM PAGE 3
he said, “the consefistis is, they’re [re-
g more difficult.”
» Barry Orton, a professor of telecom-
the University of Wisconsin and a city
the upcoming round, the industry’s
ing to dovetail with what the cities

dustry wants to undertake upgrades and
crease system reliability and perfor-
reds more channel capacity to take ad-
stential new revenue streams, such as
and pay-per-view.

'on’t be contentious, Orton said, “unless
:rators are very, very

vising cities to grant as shott as possible terms” but
at the same time loading up the franchises with items
guaranteed to require a rate increase to pay for.

To the extent that cities adopt this approach, he said,
“We’re likely to see a repetition of the franchising
frenzy of the early '80s, where cities forced cable
companies to make commitments which may be un-
realistic” and later led to disputes.

Pointing to Time Wamer's experimental 150-chan-
nel cable system in Queens, N.Y., this attorney said
he has no doubt he will hear the question, “Why can’t
we have 150 channels? They have it in Queens.”

Lawrence Monroe, CEO of Municon Corp. munic-
lpal consultmts doesn’t view technology as an issue

at all. He said he assumes the cable

.p‘)

long as they're putting o company needs to upgrade its sys-
neir systems, “I don’t m won't b tem for its own purposes, and so re-
a0 the cable industry . confentious “unless moves theissue from the negotat-
nents indicate that the - Operalors are very, W ' Thatcliminates the cable indus-
w capital spending on very ch”p try’s “historical ability to place the

es will be a significant

blame” for rate increases on munic-

ation. Particularlyinthe ** ~ © Bewry m ipal officials, he said, and shifts
ng climate, attempts by m [ dh control back to the municipality.
s to exert control After that, “you’re limited only by

ing short renewal terms
ashes with system operators concerned
ring their investments.
{eliman, senior counsel for Tele-Com-
nc., said the most important issue during
‘What's state-of-the-art going to be? And
ied into the term of the franchise.”
an, vice president of corporate develop-
vernment affairs for Falcon Cable TV,
ities like the idea of having more channel
don’t want to see the cost reflected in

:re’s no free lunch here.” he said. “If we
st X million dollars to rebuild the plant
nse, we're going to have to amortize that
' raising the rates maybe 50 cents.”
operators, concemns about franchise terms
1and with complaints about consuitants,
ors said, even when helpful, prolong the
, because operators often pick up the tab
vices, increase the cost of a renewal.

) attorney, who spoke on the condition that
lentified, said many consultants are “ad-

your imagination” in what you can
ask for, he said.

“As a rule, once [the companies) are told that
they're not going to be required to rebuild the systems,
they get very creative in what they can offer, because
they understand that they’re going to have to make it
worth the city’s while” to grant an extended franchise,
Monroe said.

One attorney who is a consultant for cities, who
spoke on the condition that he not be identified, pre-
dicted that the renewal environment will be *“‘very ex-
plosive” for the next several years. Rates will continue
to climb, and many municipal officials, he predicted,
will simply throw up their hands and ask, “What'’s the
point?”

That frustration, combined with the inability to
make predictions about technology and regulation,
will lead to many shorter renewals by cities that will
choose to “revisit [the issue] when the landscape’s a
little clearer,” he said.

This attorney also said he expects municipal own-
ership to become both a real option “and a real bat-
tleground.” B
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John Frey, MTV Exec, Dies

EY WEST, Fla. — John Frey, the Los Angeles-based national ad sales

account director for MTV Networks who bad been siated to become
its West Coast syndication director this year, died of cancer here at age
52.

Frey, a native of Chicago, had worked in advertising at the Chicago
Sun-Times before moving to broadcast sales. He had worked for NBC
in the top three TV markets as well as several independent TV stations
in Los Angeles. He joined MTV in 1986.

In lieu of flowers, the family has requested that donations be made to

the Advertising Industry Emergency Fund. B

Ops Side With Sammens, Slam MTV

CONTINUED FROM PAGE 3
guys. They just don’t watch MTV,
so they don’t relate to it. They
don’t understand the value, as it
were.”

The only criticism operators of-
fered about the switchout regarded
Sammons’ approach. Sammons
backed its decision with a con-
sumer poll that surveyed only a
small percentage of billpayers
rather than entire households. In
addition, the MSO’s last-minute
notification of community officials
and consumers did not help to
defuse the public outcry, operators
said.

Like Sammons, TCA Cable Inc.

also disconnected MTV from
about 45 systems on June 30, fol-
lowing unsuccessful contract re-
newal negotiations. A top TCA ex-
“despite MTV agitation of the mat-
ter,” consumer outcry died down
afier about two months and that the
company suffered minimal long-
term actbecks as a result (although
TCA’s fourth-quarter camings
were affected; see related story

optional service in those systems,
and between 45 and 75 percent of
subscribers — depending on the
system — have opted to receive it,
the executive said. B
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By RACHEL W. THOMPSON

strength 10 fight a cable sales tax.

the was dramastic.
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By KIM MITCHELL
ENVER — Encore and Tele-Communications
n Inc. last week shook off their recent marketing
controversy and recorded 398,535 tel or-
ders for the new mini-pay setvice, representing more
than 6 percent of all eligible TCI customers.

Also, Encore’s promise to drive pay sales will be
tested this week when TCl offers Encore and Home
Box Office, or Encore and The Disney Channel for
$6.95 to customers who maintain their current level
of service. Those customers can also buy all three net-
works for one year for $12.90 a month, as part of a
new direct-mail campaign concocted by TCIL.

Larry Carlton, executive vice president and COO
of TC1 Cablec Management, said TCI had also ap-
proached Showtime with the idea, but executives at
that network declined to participate.

Before TCI could launch its multipay test, it first
had to alert customers to the change of plans on how
Encore would be sold. The network is currently being
shown free of charge in eligible TCI systems.

Under the guidance of CPSI Marketing Services inc.,
TCT had one week 10 put together a marketing strategy
after its Junc 14 announcement that it was dumping its
controversial negative-option marketing campaign for
Encore in favor of a positive-option approach.

SEE TCI, PAGE 38
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TCA Doesn’t Want Its MTV NSy

By KiM MITCHELL
TV: Music Television will lose 450,000 subscribers
next week as Texas-based TCA Cable TV was ex-
pected to drop MTV on Sunday from its basic cable
lineup in 53 systems — apparently because the MSO
wanted to scrambie MTV and the network refused.

Fred Nichols, president of TCA Cable, said his
company wanied to scramble MTV’s signal and make
it available, at no extra charge, only to homes that re-
quested the network.

“This is something we’ve been struggling with for
years,” said Nichols. “We serve a lot of rural commu-
nities in Texas, Arkansas and Louisiana, and people
there are very unhappy with the amount of sex and vi-
olence in music videos. (MTV) knows this, because

I’ve been telling it to them for the past three years.”

But MTV contended that Nichols’ decision to drop mss REPORT
the network had more to do with TCA’s rencgotiations
of its contract than anything clse. “We’re negotiating ON THE ROLLOUT
over fees. This has nothing to do with content,” said M A ' 7
an MTV spokeswoman. (” Mﬂ' uo,o
Tom Freston, chairman and CEO of MTV Net- sessesstsee
works, said his network’s content standards were no o
worse than those found on broadcast television. “In
fact,” he said, “I would say our standards are higher. MSO! Sm W N
We are quite responsible in how we program this net- -
work™ HLT LOBBYING, X

MTYV this year refused to play a Madonna video for -
the song “Justify My Love.”

SEE TCA, PAGE 36
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